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ACCOUNTING 

Cost sharing arrangements, Final Regs., non- 
conformity with GAAP, 153 

Foreign corporation’s allocation of interest ex- 
pense to connected U.S. business, see IN- 
TEREST EXPENSE : 


ACCOUNTING METHODS 
Cost sharing arrangements, Final Regs., 156 


ACTIVE CONDUCT OF TRADE OR BUSI- 
NESS 


Luxembourg-U.S. 1996 Income Tax Treaty 
analysis, 413 et seq. 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 813 

Non-resident aliens holding and disposing of 
U.S. investment assets, income tax planning 
for, 649 


AFFILIATED GROUPS OF CORPORA- 
TIONS 

Deconsolidation, limited use to avoid foreign 
tax credit limitations, §904(i) Final Regs. 

—Definition of affiliate, 105 

—Foreign tax credit calculation, 105 

—Newly acquired affiliates exception, 108 

Estimated tax liability under §936 profit split 
method, Final Regs., 436 

Source of income rules, single entity treatment 
determined under natural resource unisource 
tule, 223 


AGENTS 

Engaged in conduct of U.S. trade or business, 
see U.S. TRADE OR BUSINESS 

Foreign intermediaries, withholding taxes for 
U.S. source income paid to, Prop. Regs. 
§1.1441, 573 et seq. 

Motion picture films under 1942 Canada-U.S. 
income tax convention, CBS/Fox Co. v. The 
Queen (Canada FedCt), 41 et seq. 

Withholding agents, see WITHHOLDING 
AGENTS 
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ALLOCATION AND APPORTIONMENT 

Foreign corporation interest expense to con- 
nected U.S. business, see INTEREST EX- 
PENSE 

Foreign source taxable income, impact of 
deconsolidation, §904(i) Final Regs., 106 

Intangible property, costs of developing, Final 
Regs., see COST SHARING ARRANGE- 
MENTS 


Source of income, §863 Prop. Regs., see 
SOURCE OF INCOME 

Stock sales, sourcing of losses on, §865 Prop. 
Regs., see STOCK 

Transfer pricing, see TRANSFER PRICING 


ALTERNATIVE MINIMUM TAX 
Foreign tax credit limitation, use of decon- 
solidation to avoid, §904(i) Final Regs., 107 


AMORTIZATION 


Cost sharing arrangements, Final Regs. exclu- 
sion from, 153 


ANNUITIES 


Withholding taxes, Prop. Regs. for U.S. source 
income paid to foreign persons, 579 


ARM’S-LENGTH STANDARD 

Cost sharing arrangements, Final Regs., 153 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 806 


ASSETS 

Non-resident aliens holding and disposing of 
U.S. investment assets, income and transfer 
tax planning for, see NON-RESIDENT 
ALIENS 


ATTRIBUTION OF STOCK OWNERSHIP 
See CONSTRUCTIVE STOCK OWNER- 
SHIP 


AVOIDANCE OF TAX 
See TAX AVOIDANCE 
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BAD DEBT RESERVES 

Allocation of foreign corporations’ interest ex- 
pense to U.S. trade or business, Final and 
Prop. Regs., 348 


BANKING AND FINANCE 

Canadian budget proposals 

—Federal (March 6, 1996), surtax extension, 
300 


—Quebec’s provincial budget proposal (May 9, 
ie tax on capital of financial institutions, 

Foreign broker engaged in U'S. trade or busi- 
ness via agent’s activities, InverWorld Inc. v. 
Comr. analysis of Regs. §1.864-4(c), 659 

Foreign corporations’ allocation of interest ex- 
pense to U.S. trade or business 

—Definition of “bank,” 343 

—Liabilities of foreign banks, 352 

—US. assets, determination of 

——Bad debt reserves of foreign banks, 348 

——Real estate assets of foreign banks, 348 

Withholding taxes on bank deposit interest, 
§1441 Prop. Regs. for U.S. source income 
paid to foreign persons, 577 


BASIS 

Foreign corporation’s allocation of interest ex- 
pense to connected U.S. _ busi- 
ness/partnership, §882 Final and Prop. 
Regs., 345; 349 

Foreign trust transfers, 800 

Imported property valuations in related party 
transactions, IRS and Customs combat dis- 
crepancies under §1059A, 232 

Non-resident aliens estate tax planning for 
holding and disposing of U.S. investment as- 
sets, 724 

Sales or exchanges of stock of certain foreign 
corporations, §1248, tax treatment of U.S. 
buyer, 98 


BASKETS OF INCOME 
See FOREIGN TAX CREDIT LIMITATION 
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BEARER OBLIGATIONS 

Withholding taxes for portfolio interest paid on, 
§1441 Prop. Regs. for U.S. source income 
paid to foreign persons, 577 


BONDS 
Qualified domestic trust posting provisions, 
§2056A Temp. Regs., 110 


BRANCH OFFICES 
Stock attributable to foreign branch, sourcing 
of losses on sale of, §865 Prop. Regs., 742 


BRANCH PROFITS TAX 

Foreign corporations’ interest expense alloca- 
tion, Prop. Regs. 

—USS. assets, 346; 349 

—U.S. connected liabilities, 350 

Luxembourg-U.S. income tax treaty analysis, 
409 


BUDGET, CANADA 

Federal Budget Proposal (March 6, 1996), 298 
et seq. 

—Child support payments, 298 

—Financial institutions surtax, 300 

—Non-resident income reporting, withholding 
tax rate, 299 

—Resource sector measures, 300 

—Scientific research and experimental develop- 
ment tax credit criteria, 299 

Quebec’s provincial budget proposal (May 9, 
1996), 512 et seq. 

—Capital, tax on, 516 

——Financial institutions, 516 

— —Life insurance corporations, 516 

——Loans and advances, 516 

—Income tax changes, 515 

—Land transfer duties, 512 

—Quebec Sales Tax (QST) system, 515 

—Research and development tax incentives, 
5i2 et seq. 


BUDGET, U.S. 
1996 FY Clinton Admn. budget proposal, 192 


Cc 


CANADA 

Budget, see BUDGET, CANADA 

Death taxes, cross-border matters 

—Charitable bequests, 179 

—Competent authority relief for beneficiaries 
of spousal trusts, 179 

—Credits, cross-border death tax, 178 

—Limitation where Canadian’s estate not over 
$1.2 million, 179 

—Marital credit 

— —Inter-spousal transfers, 176 et seq. 

——Technical Explanation examples, 177 

—Unified credit, $600,000 exemption, 175 

—Vacation homes, no relief, 180 

Expatriates, proposed taxation of, 822 et seq. 

—Anomalous effects of proposal, 825 

—Current law, 823 

—Departure tax proposal details, 824 

—Economic impact, 826 

—Emigrating trust matter proposals not depen- 
dent on departure tax, 826 

——Classification of property, 827 

——lInformation reporting, 827 

——Property used in carrying on business in 

Canada, 827 

——tTaxable Canadian property, 827 

——Trust distributions, 827 

—Overview, 822 

—Revenue Canada rulings, 824 

—Structural deficiencies of proposal, 825 

— Budget Proposal, see BUDGET, CAN- 
ADA 


Foreign investors, revised proposed extension of 
taxing jurisdiction, 517 et seq. 

—Effective date, 520 

—Explanatory Notes by government, 521 

—Historical development, 517 





—Taxable Canadian property 

——Definition, 518 

——Explanatory Notes by government, 521 

——June 20, 1996, proposals, 518 

——Public/publicly listed corporations, 520 

—Transitional rules, 520 

—U.S.-Canada treaty interplay, 520 

Foreign property interests reporting, draft, 300 
et seq. 

—Controlled foreign affiliates, 303 

—Distributions from foreign trusts, 304 

—‘Exempt trust” defined, 304 

—Foreign affiliates, 302 

—Information returns overview, 304 et seq. 

—Penalties, 304 

—‘Reporting entity” defined, 302 

—“Specified beneficiary” defined, 304 

—‘Specified Canadian entity” defined, 301 

—“Specified foreign property” defined, 301 

—“Specified foreign trust” defined, 303 

—Transfers or loans to foreign trusts, 303 

Intercorporate dividend issues, cross-border 

—Branch profits tax, 172 

—USS. REIT dividends withholding rate, 173 

—USS. RIC dividends withholding rate, 172 

—Withholding tax rate, 172 

Interest under U.S. income tax treaty 

—Non-resident owned investment corporations 
(NROs), rate for, 173 

—Pre-existing exemption for interest paid on 
seller financed equipment, merchandise, or 
services, 173 

—Related person standard, 173 

—REMIC residual interest not subject to re- 
duced withholding rate, 173 

—Withholding tax rate, cross-border, 173 

LLCs, multinationals’ tax planning using, see 
LIMITED LIABILITY COMPANIES 
(LLCs) 

Motion picture films under 1942 U.S.-Canada 
income tax convention, CBS/Fox Co. v. The 
Queen (Canada FedCt), 41 et seq. 

Quebec’s provincial budget proposal, see BUD- 
GET, CANADA 

Rents and royalties, withholding taxes on, see 
RENTS AND ROYALTIES 

Transfer pricing matters, cross-border, see 
TRANSFER PRICING 

U.S.-Canada Income Tax Treaty Protocol, 
analysis, 170 et seq. 

—Anti-treaty shopping rules, 182 

—Capital gains taxation and reorganizations 
changes, 184 

—Death tax matters, cross-border, see Death 
taxes, cross-border matters, this heading 

—Dividend issues, cross-border intercorporate, 
see Intercorporate dividend issues, cross-bor- 
der, this heading 

—Effective date, 180 

—Exchange of information, 183 

—Foreign tax credits, cross-border, 183 

—Future consultations planned, 184 

—Gambling activities changes, cross-border, 
184 


—Government tax collection assistance, cross- 
border, | 

—Interest issues, see Interest under U.S. in- 
come tax treaty, this heading 

—Non-discrimination rules changes, 184 

—Pension plan deferral arrangements changes, 
cross-border, 184 

—Protocol overview, 171 

—Rents and royalties, withholding taxes on, see 
RENTS AND ROYALTIES 

—Social security benefits changes, 184 

—Tax residency clarified, 181 

——uUS. S corporations, 181 

—Tax systems compared, 170 

—Transfer pricing matters, see TRANSFER 
PRICING 

—Treaty override, 183 

—Withholding taxes on royalties and rents, see 
RENTS AND ROYALTIES 

Withholding taxes, see generally WITH- 
HOLDING TAXES 





CAPTIVE INSURANCE COMPANIES 


Sales or exchanges of CFC stock, §1248 gain 
on, 486 


CFCs 


See CONTROLLED FOREIGN CORPORA- 
TIONS (CFCs) 


CHILD SUPPORT 


Canada Federal Budget Proposal (March 6, 
1996), impact on payments, 298 


CHOICE OF ENTITY 

Check-the-box classification, Prop. Regs., 498 
et seq. 

—Default rules, 501 

—Effective date and pre-effective date periods, 
504 

—Election procedures, 502 

—Existence of entity, 498 

—Grandfather rule, 504 

—Hybrid entities, 504 

—One-owner business entities, 501 

—Per se corporations, 499 et seq. 

——List of foreign entities treated as, 499 

US. principles of entity classification, 291 


CLASSIFICATION OF ORGANIZATIONS 
See CHOICE OF ENTITY 


COLLAPSIBLE CORPORATIONS 
Sales or exchanges of stock of certain foreign 
corporations, §1248, coordination with, 600 


COMMODITIES TRANSACTIONS 

Foreign personal holding company income 
treatment, see FOREIGN PERSONAL 
HOLDING COMPANY INCOME 
(FPHCI) 

Be re ye aliens holding and disposing of 


U.S. investment assets, income tax planning 
for, 649 


COMMON TRUST FUNDS (CTFs) 
Non-resident aliens, tax planning for holding 
and disposing of U.S. investment assets, 735 


COMMUNICATIONS INCOME 
— of income, changes of §863 Prop. Regs., 
7 


COMPENSATION 

U.S. deferred and equity-based plans, interna- 
tional aspects, 275 et seq. 

—Incentive stock options (ISOs), see Stock op- 
tion plans, this subheading 

—Long-term incentive plans, 284 

——Foreign nationais in U.S., 285 

——Local and third country nationals abroad, 

285 


——US. citizens abroad, 285 

—Restricted stock, 288 

——Foreign nationals in U.S., 289 

——Local and third country nationals abroad, 
289 

——US. citizens abroad, 289 

—Salary reduction plans, see SALARY RE- 

DUCTION PLANS 

—Stock option plans, 286 

——Foreign nationals in U.S., 288 

— —Local and third country nationals abroad, 
288 

——US. citizens abroad, 286 et seq. 


COMPETENT AUTHORITY 

France-U.S. income tax treaty, limitation on 
benefits article, 38 et seq. 

—Application of article, 39 

—Request for benefits, 38 

Luxembourg-U.S. 1996 income tax treaty dis- 
cretionary grant of treaty benefits, 420 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 814 


CONGRESS, USS. 


Minimum wage bill, Senate tax package sum- 
marized, 530 
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CONSOLIDATED GROUPS 
= a GROUPS OF CORPORA- 


CONSOLIDATED RETURNS 


Sales or exchanges of CFC stock, effect of 
deferral rules on §1248 gain for, 492 


CONSTRUCTIVE STOCK OWNERSHIP 
Foreign corporation transfers, §367(a) Regs., 
241 


Ca FOREIGN CORPORATIONS 

s) 

Assembly activities, see FOREIGN BASE 
COMPANY SALES INCOME, subhead- 
ing: Bausch & Lomb, Inc. v. Comr. 

Foreign base company sales income, see FOR- 
EIGN BASE COMPANY SALES IN- 
COME 

Foreign personal holding company income, see 
FOREIGN PERSONAL HOLDING COM- 
PANY INCOME (FPHCI) 

Outbound transfers of domestic stock or securi- 
ties, no gain recognition exception under 
§367(a) Regs., 241 

Previously taxed income distributions, see PRE- 
VIOUSLY TAXED INCOME DISTRIBU- 
TIONS 

Stock purchases treated as asset acquisitions, 
§338, international aspects, see STOCK 
PURCHASES TREATED AS ASSET AC- 
QUISITIONS, §338 

Stock sales, see SALES OR EXCHANGES 
OF STOCK OF CERTAIN FOREIGN 
CORPORATIONS, §1248 

Subpart F income Final Regs., see FOREIGN 
PERSONAL HOLDING COMPANY IN- 
COME (FPHCI) 


CORPORATIONS — 

Classification of domestic and foreign entities, 
see CHOICE OF ENTITY 

Collapsible corporation rules, coordination with 
§1248 sales or exchanges of CFC stock, 600 

Controlled foreign corporations, see CON- 
TROLLED FOREIGN CORPORATIONS 
(CFCs) 

Expatriations of U.S. publicly held companies, 
see FOREIGN CORPORATION TRANS- 
FERS, §367 

Foreign corporations, see FOREIGN CORPO- 
RATIONS 

France-U.S. income tax treaty, limitation on 
benefits article, 27 et seq. 

—Base erosion test, 30 et seq. 

—Securities exchange test, 27 

—Stock ownership tests, 28 et seq. 

Luxembourg-U:S. income tax treaty 

—Luxembourg companies, 411 

—Publicly-traded tests for qualified resident 
status, 412; 817 

Non-resident aliens’ use as holding entity for 
USS. investment assets, 730 

Section 1248 sales or exchanges, application to 
domestic corporations, see SALES OR EX- 
CHANGES OF STOCK OF CERTAIN 
FOREIGN CORPORATIONS, §1248 


COST SHARING ARRANGEMENTS 

Eligible participants, Final Regs. 

—Active conduct of trade or business require- 
ment, 148 

—Anti-abuse rule, 149 

—Distribution based arrangements, 149 

—Double taxation potential, 151 

—Ineligible participants, 148 

—Manufacturing affiliates’ rights to process in- 
tangibles, 149 

—Ownership of worldwide rights to intangibles, 
150 

—Subgroup rules eliminated, 149 

—Substantial managerial and operational ac- 
tivities requirement, 148 

—Trade or business requirement for eligibility, 
148 





—Use of developed intangibles in active trade 
or business, 148 

Final Regs., 147 et seq. 

—Accounting methods of participants, 156 

—Adjustments to cost shares, 151 

-——IRS, 152 

——Taxpayer, 152 

—Arm’s length standard, 153 

—Buy-in and buy-out payments, 155 

—Character of cost sharing payments, 154 

—Commercially transferable interest suscepti- 
ble of valuation requirement, 154 

—Contractual provisions, 156 

—Documentation requirements, 156 

—Effective date, 147 

—Eligible participants, see Eligible partici- 
pants, Final Regs., this heading 

—Future benefits, measurement, 152 

—Historical data use to derive benefits not 
specified, 152 

—Interest imputed on intercompany receiv- 
ables if costs reallocated, 153 

—Marketing intangibles, 154 

—Nature of rights received, 154 

—Projection of relative future benefits re- 
quired, 152 

—Reasonableness of cost allocations, 151 

—Reasonably anticipated benefits, measure- 
ment, 151 

—Scope of arrangement, 151 

—Sharing of costs, 151 et seq. 

—TRA 1986 compensation requirements, 155 

—What costs must be shared, 153 

Partnerships distinguished, 147 


CTFs 
See COMMON TRUST FUNDS (CTFs) 


CUSTOMS SERVICE 


Cooperation with IRS on related party import 
valuations, see CUSTOMS VALUE AND 
TRANSFER PRICING 


a VALUE AND TRANSFER PRIC- 
NG 


Imported property valuations in related party 
transactions, IRS and Customs combat dis- 
crepancies, 231 et seq. 

—Different approaches and timing, 232 

—Limitation on basis or inventory cost, 
§1059A, 232 

—Multi-tier arrangement procedures, 234 

—Mutual Assistance Agreement, 235 et seq. 

— —Enforcement of §1059A, application to, 


— —lInformation sharing and disclosure, 235 
—Principles of customs valuation, 231 
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DEALERS 


Foreign personal holding company income, Sub- 
part F Final Regs. 

—Dealer property defined, 7 

—Income equivalent to interest included, no 
general exception for dealer transactions, 12 

—Regular dealer defined, 6 


DEATH TAXES 
Canada, see CANADA 


DEBT INSTRUMENTS 

Foreign personal holding company income 
treatment, Final Regs., 17 

DEEMED-PAID FOREIGN TAX CREDIT 

CFC stock sale, gain characterization, 89; 493; 
494 


Dividends, treatment for foreign tax credit limi- 
tation, 90; 494 


DEFERRED COMPENSATION 
US. plans, see COMPENSATION 


DEPENDENT PERSONAL SERVICES 
Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 811 





DEPRECIATION 


Cost sharing arrangements, Final Regs. exclu- 
sion from, 153 


DISCLOSURE OF RETURN INFORMA- 
TION 


Import valuations in related party transactions, 
issues arising under IRS and Customs Mutu- 
al Assistance Agreement, 235 


DISCs 


See DOMESTIC INTERNATIONAL 
SALES CORPORATIONS (DISCs) 


DISTRIBUTABLE NET INCOME (DNI) 
Foreign trusts, calculation for non-resident 


aliens holding U.S. investment assets 
through, 728 


DISTRIBUTIONS, CORPORATE 
Withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 576 


DISTRIBUTIONS, PREVIOUSLY TAXED 
INCOME 


See PREVIOUSLY TAXED INCOME DIS- 
TRIBUTIONS 


DIVIDEND RECAPTURE 


Stock sales, sourcing of losses on, §865 Prop. 
Regs., 744 


DIVIDENDS 

Canada-U:S. income tax treaty, see CANADA, 
subheading: Intercorporate dividend issues, 
cross-border 

Foreign personal holding company income, see 
FOREIGN PERSONAL HOLDING COM- 
PANY INCOME (FPHCI) 

Foreign tax credit limitation, see FOREIGN 
TAX CREDIT LIMITATION 

Luxembourg-U.S. 1996 income tax treaty anal- 
ysis, 407 

—Foreign-to-foreign corporate dividends, 409 

—Modifications by Sept. 1996 version, 816 

—RIC or REIT dividends paid by U.S. entity 
to Luxembourg resident, 408 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 807 

Recapture, sourcing of losses on stock sales, 
§865 Prop. Regs., 744 


DIVIDENDS RECEIVED DEDUCTION 
Consistency rules of §338, application to §245 
dividends from CFC target, 167 


DNI 
See DISTRIBUTABLE 
(DNI) 


DOCUMENTATION 

Cost sharing arrangements, Final! Regs., 156 

Transfer pricing penalties, §1.6662-6 Final 
Regs., see TRANSFER PRICING 

Withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, see 
WITHHOLDING TAXES 


NET INCOME 


DOMESTIC INTERNATIONAL SALES 
CORPORATIONS (DISCs) 

Bausch & Lomb, Inc. v. Comr. reviews DISC 
Regs. definition of “manufactured,” 430 


DOUBLE TAXATION 

Competent authority, see COMPETENT AU- 
THORITY 

Cost sharing arrangements, risk under Final 
Regs., 151 

Foreign tax credit; see FOREIGN TAX 
CREDIT 

Tax treaties, see TAX TREATIES 
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EARNINGS AND PROFITS 

Controlled foreign corporation excess passive 
assets, §956A repeal, see LEGISLATION, 
FEDERAL, HR 3448 

Sale or exchange of CFC stock, see SALES OR 
EXCHANGES OF STOCK OF CERTAIN 
FOREIGN CORPORATIONS, §1248 

Stock purchases treated as asset acquisitions, 
§338, international aspects, 85 


EFFECTIVELY CONNECTED INCOME 
Canadian multinationals’ tax planning using 
U.S. LLCs, 293 et seq. 
E&P calculation for §1248 gain on sale or ex- 
change of CFC stock, exclusion from, 591 
Foreign corporation’s allocation of interest ex- 
pense to U.S. business, see INTEREST EX- 
PENSE 

Withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 578 


ELECTIONS 

Classification of organizations, see CHOICE 
OF ENTITY 

Foreign corporations’ interest expense alloca- 
tion, Final and Prop. Regs., 344 

—Classification of entities, 348 

—Separate Currency Pool method, 353 

Foreign personal holding company income, Fi- 
nal Regs., see generally FOREIGN PER- 
SONAL HOLDING COMPANY IN- 
COME (FPHCI) 

Mixed source gross income allocation, IFP 
method, 219; 225 

Profit split method of computing combined tax- 
able income, Final Regs., 435 

Stock purchases treated as asset acquisitions, 
§338, international aspects, 83 et seq.; 157 et 


seq. 

_ Deferral of election due date, 168 

—Filing place for foreign purchaser, 168 

—Information requested by Form 8023-A, 167 

—Irrevocable election, 167 

—Notice of election, 168; correction, 237 

—Sale of stock of domestic target with foreign 
subsidiary 

——Election by both entities, 157 et seq. 

——No election for foreign subsidiary, 159 

—10 percent U.S. shareholders filing for CFC, 
168 

—Timing, 168 

Stock sales, sourcing of losses on, §865 Prop. 
Regs., 747 


EMPLOYEE COMPENSATION 
See COMPENSATION 


EMPLOYMENT ABROAD 

Long-term incentive plans, 285 

1996 FY Clinton Admn. budget proposal would 
repeal housing exclusion, 192 

Qualified retirement plans, 276 

Restricted stock, 289 

Salary reduction plans, 283 

Stock option plans, 286 

Unfunded top-up retirement plans, 280 


ENGAGED IN CONDUCT OF U.S. TRADE 
OR BUSINESS 
See U.S. TRADE OR BUSINESS 


EQUITY-BASED COMPENSATION AR- 
RANGEMENTS 


US. plans, see COMPENSATION 
ESTATE TAX 


Foreign trusts 

—New US. residents, planning by, 800 

—Non-resident aliens holding U.S. investment 
assets through, 729 

Non-resident aliens, income and transfer tax 
planning for U.S. investment assets, 723 





ESTATES 
Allocation of foreign corporate beneficiary in- 
terest expense, Regs., 347 


ESTIMATED TAX PAYMENTS 
Possessions corporations tax credit, Small Busi- 
ness Job Protection Act of 1996 changes, 751 


EUROPEAN UNION 

Pressler (R-SD) international tax simplification 
bill, see LEGISLATION, FEDERAL, S 
2086 


EXCESS PASSIVE ASSETS 
Repeal of §956A, see LEGISLATION, FED- 
ERAL, HR 3448 


EXCHANGE OF INFORMATION 

Canada-U.S. treaty protocol, 183 

Luxembourg-U.S. 1996 Income Tax Treaty 
analysis, 422 

U.S. agreements, status reports, 48; 117; 189; 
247; 311; 371; 449; 527; 608; 683; 756; 834 


EXCISE TAXES 


See TRANSFERS TO AVOID INCOME 
TAX, §1491 


EXEMPT ORGANIZATIONS 

France-U.S. income tax treaty, limitation on 
benefits article, 34 

Qualified resident status under Luxembourg- 
U.S. 1996 Income Tax Treaty, 413 


EXISTING CREDIT CLAIMANTS 
Possessions corporations tax credit phase out, 
exception to, 749 


EXPATRIATION 

Canadian taxation proposal, see CANADA 

Health care reform legislation, see LEGISLA- 
TION, FEDERAL, HR 3103, S 1028 

1996 FY Clinton Admn. budget proposal, 192 

U.S. corporation public shareholders’ transfer 
of stock to foreign corporation, see FOR- 
367" CORPORATION TRANSFERS, 

367 

U.S.-Luxembourg Income Tax Treaty, effect of 

USS. tax provisions, 819 


EXPORT FINANCING INTEREST 
Foreign personal holding company income ex- 
clusion, Final Regs., 7 


F 


FACTORING INCOME 
Foreign personal holding company income 
treatment, Final Regs., 13 


FBCI 


Foreign base company income, see FOREIGN 
BASE COMPANY INCOME (FBCI) 


FDAP INCOME 
See FIXED OR DETERMINABLE ANNU- 
AL OR PERIODICAL INCOME 


FELLOWSHIP GRANTS 
Withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 579 


FILING OF RETURNS 


Section 338 election accompanying first return 
of new foreign target, 169 


FINANCE 
See BANKING AND FINANCE 


FIRPTA 
See FOREIGN INVESTMENT IN REAL 
PROPERTY TAX ACT (FIRPTA) 


FIXED OR DETERMINABLE ANNUAL OR 
PERIODICAL INCOME 

Non-resident aliens holding and disposing of 
USS. source income, income tax planning for, 
650 





Withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 575 


FOREIGN BASE COMPANY INCOME 
(FBCI) 

Foreign base company sales income, see FOR- 
EIGN BASE COMPANY SALES IN- 
COME 

Foreign personal holding company income, see 
FOREIGN PERSONAL HOLDING COM- 
PANY INCOME (FPHCI) 

1996 FY Clinton Admn. budget proposal, 192 

Subpart F income, Final Regs., see FOREIGN 
PERSONAL HOLDING COMPANY IN- 
COME (FPHCI) 


FOREIGN BASE COMPANY SALES IN- 
COME 


Bausch & Lomb, Inc. v. Comr., 427 et seq. 
—Facts, 427 
—‘Foreign base company sales income” de- 
fined, 427 
—“Manufactured” defined, 428 
——cConstitute manufacturing, generally con- 
sidered to, 432 
——DISC case law, 430 
——Packaging, labeling, and minor assembly 
exception, 429; 432 
— Subpart F case law, 430 
-——Substantial in nature, activities deemed, 
431 
— —Substantial manufacturing operations, 429 
——Substantial transformation test, 428 
—Tax avoidance purpose, pre-TRA 1986 exclu- 
sion for income from sale of unassembled 
sunglasses, 432 
Manufacturing exception, see Bausch & Lomb, 
Inc. v. Comr., this heading 


ah CORPORATION TRANSFERS, 

7 

CFC stock, subject to §1248 gain on sales or 
exchanges of, 489 

Expatriations of U.S. corporations, 362 et seq. 

—European countries’ tax breaks for home 
country corporations operating mainly out- 
side home country, 365 

—50 percent ownership threshold, 363 

—Forms of expatriation, 364 

—Helen of Troy transaction described, 362 

——McDermott inversion compared, 364 

—Jurisdiction of U.S. to tax earnings, 365 

—Non-recognition treatment denied to ex- 
changing U.S. shareholders (Notices), 362 

—Policy and political concerns, 365 

—Temp. Regs., impact of, 363 

Outbound transfers of domestic stock or securi- 
ties, §367(a) Regs. 

—Active trade or business requirement, 242 

—Background, 238 

—50 percent restrictions, IRS Notice com- 
pared, 238 et seq. 

——CFCs, no gain recognition exception for, 

241 

——Comparison of 50 percent restrictions, 239 

——5S percent shareholders, identifying, 241 

——Indirect and constructive ownership, 241 

——Public shareholders, identifying, 240 

——“Transferors,” ambiguity of, 239 

— —Transferred domestic corporation, vestigial 

ownership by, 241 

—Gain recognition agreement requirement, 

242 


—“Inversion” transactions, IRS Notice imple- 
mentation, 238 


FOREIGN CORPORATIONS 

Allocation of interest expense to connected U.S. 
business, §882 Final and Prop. Regs., see IN- 
TEREST EXPENSE 

Canadian taxation of foreign investors, revised 
proposed extension of jurisdiction, see CAN- 
ADA 


Controlled foreign corporations, see CON- 
TROLLED FOREIGN CORPORATIONS 
(CFCs) 
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FOREIGN CORPORATIONS—Contd. 

Foreign corporation transfers, see FOREIGN 
CORPORATION TRANSFERS, §367 

Non-resident aliens’ use as holding entity for 
USS. investment assets, 729 

Source of income rules, see SOURCE OF IN- 
COME 


Stock sales, see SALES OR EXCHANGES 
OF STOCK OF CERTAIN FOREIGN 
CORPORATIONS, §1248 


FOREIGN CURRENCY TRANSACTIONS 

Foreign personal holding company income 
treatment, Final Regs., 20 et seq. 

—Commodities transaction exception, 18 


FOREIGN CURRENCY TRANSLATION 
Interest expense of foreign corporations, alloca- 
tion rules, Final and Prop. Regs., 343; 349 


FOREIGN EARNED INCOME EXCLUSION 
1996 FY Clinton Admn. budget proposal would 
repeal, 192 


FOREIGN GOVERNMENTS 


Allocation of interest expense to U.S. trade or 
business, Regs., 344 


FOREIGN INTERMEDIARIES 
See INTERMEDIARIES, FOREIGN 


FOREIGN INVESTMENT COMPANIES 

Sales or exchanges of CFC stock, §1248 

—Coordination of rules with, 600 

—E&P calculation on gain from, exclusion of 
income from, 591 


FOREIGN INVESTMENT IN REAL PROP- 
ERTY TAX ACT (FIRPTA) 

Non-resident aliens holding and disposing of 
US. investment assets 

—lIncome tax planning for, 651 

—Partnership used as holding entity, 732 


FOREIGN PARTNERS 

Disposition of partnership interest conducting 
US. real estate enterprise, Rev. Rul. 91-32, 
733 


FOREIGN PERSONAL HOLDING COM- 
PANY INCOME (FPHCI) 
E&P calculation on §1248 gain from sale or 
exchange of CFC stock, exclusion from, 591 
Subpart F, Final Regs., 4 et seq. 
—Bona fide hedging transactions defined, 5 
—Category priority rules, 4 
—Commodities transactions, 18 et seq. 
——Active business gains or losses from sale 
exception, 19 
——-“Commodity,” 18 
——Foreign currency gains and losses excep- 
tion, 18 
——Hedging transactions exception, 20 
—Dealer property defined, 7 
—Dividend income, see Interest and dividend 
income, this subheading 
—Foreign currency, 20 et seq. 
———Business needs exception, 21 
——Election to treat all gains and losses as 
FPHCI, 22 
——Interest-bearing liabilities rule, 22 
——Subpart F income election, 21 
—Income equivalent to interest, 12 et seq. 
——Credit card company income example, 14 
——Dealer transactions, no general exception, 
12 


——Definition, 12 

——Factoring income, 13 

——Income attributable to notional principal 
contracts, 12 

—Interest and dividend income, 7 et seq. 

——Export financing interest excluded, 7 

——Interest defined, 7 

——Related person from same country excep- 
tion, 8 

——Tax-exempt interest, Temp. and Prop. 
Regs. treatment, 11 





—Property transactions, 16 et seq. 

——Debt instruments, 17 

——-Foreign currency gains, 18 

——No income, property giving rise to, 17 
——Options, 18 

— —Passive income, property giving rise to, 16 
——Rights to acquire or transfer property, 18 
—Purpose for which property held, 4 
——Anti-abuse rule, 5 

—Regular dealer defined, 6 

—Rents and royalties 

——Active trade or business exception, 14 
—w—Partnerships, 15 

——Related person exception, 15 
—Retroactive application, election of, 4 


FOREIGN SALES CORPORATIONS (FSCs) 

E&P calculation on §1248 gain from sale or 
exchange of CFC stock, exclusion of foreign 
trade income from, 591 

Pressler (R-SD) international tax simplification 
I see LEGISLATION, FEDERAL, S 


Technical corrections to laws, see LEGISLA- 
TION, FEDERAL, HR 3448 


FOREIGN TAX CREDIT 

Canada-U:S. treaty protocol, 183 

Deconsolidation, §904(i) Final Regs., calculat- 
ing credit for affiliates, 105 

Limitation, see FOREIGN TAX CREDIT 
LIMITATION 

Pressler (R-SD) international tax simplification 
bill, see LEGISLATION, FEDERAL, S 
2086 

Stock sales or exchanges, §1248, US. seller, 88 
et seq.; 493; 494 

—Allocation of year-of-sale foreign taxes, 94 

—Consolidated return deferral rules, effect of, 
493 

—Deemed paid foreign tax credit, 89; 494 

—Foreign tax credit limitation, 89 et seq.; 493; 
494 


—Section 338(h)(16) limits, 91 et seq. 
—Source of gain, 89; 494 


FOREIGN TAX CREDIT LIMITATION 
CFC stock sales or exchanges, 89 et seq.; 493; 


94 
Deconsolidation, limitation on use, §904(i) Fi- 
nal Regs., 104 et seq. 
—Affiliate defined, 105 
—Allocation based on foreign tax, 106 
—Calculating foreign tax credit for affiliates, 
105 


—Coordination issues, 107 

——Allternative minimum tax, 107 
——Credit vs. deduction, 107 

——Taxable year, 107 

—Effective date, 108 

—Newly acquired affiliates exception, 108 
—2-way street rule for application of Regs., 106 


FOREIGN TRADE INCOME 
See FOREIGN SALES CORPORATIONS 
(FSCs) 


FOREIGN TRUSTS 

Canadian taxation of foreign investors, revised 
proposed extension of jurisdiction, see CAN- 
ADA 


Grantor trusts 

—Clinton Admn. budget proposal, 192 

—Health care reform legislation, see LEGIS- 
LATION, FEDERAL, S 1028 

—lInbound grantor trust rule, Small Business 
Job Protection Act of 1996 changes, 795 

—Non-resident aliens holding U.S. investment 
assets through, 727 

—Outbound grantor trust rule, Small Business 
Job Protection Act of 1996 changes, 797 

Legislative history, 795 

Non-resident aliens holding U.S. investment as- 
sets through, 727 et seq. 





Small Business Job Protection Act of 1996 
changes, 795 et seq. 

—Basis step-up, effects on, 800 

—Estate planning for new residents, 800 

—Foreign non-grantor trust amendments, 797 

—Gifts, U.S. persons subject to reporting for 
foreign, 798 

—Inbound grantor trust rule amendments, 795 

—Information reporting, 799; 801 

—Loans to U.S. persons, 801 

—Outbound grantor trust rule amendments, 
797 

—Penalties re information reporting, 799 

—Planning, actions to take now, 801 

—Pre-U.S. residency planning, 801 

—Residence of trusts, 798 

—Section 1491, applicability of, 801 

—Unresolved issues, 800 

—US. beneficiaries, current tax to, 800 

—US. protectors, 801 


FORMS 
See TAX FORMS 


FORWARD CONTRACTS, FUTURES CON- 
TRACTS, OPTIONS, AND SIMILAR FI- 
NANCIAL INSTRUMENTS 

See COMMODITIES TRANSACTIONS 


FPHCI 
See FOREIGN PERSONAL HOLDING 
COMPANY INCOME (FPHCI) 


FRANCE 

US.-France income tax treaty, limitation on 
benefits article, 26 et seq. 

—Competent authority consultation 

——Limitation on benefits article, application 

of, 39 

——Request for benefits, 38 

—Income or activity of taxpayer 

——Active trade or business test, 34 et seq. 

——Headquarter companies, 37 

——Specific types of income, 36 

—Nature and ownership of taxpayer, 26 

——Companies, 27 et seq. 

——Governments, 27 

——lIndividuals, 27 

——lInvestment entities, 34 

——Not-for-profit organizations, 34 

——Other business entities, 34 

——Pension trusts, 34 

—Triangular exception, 38 


FSCs 
See FOREIGN SALES CORPORATIONS 
(FSCs) 


FUTURES CONTRACTS 
See COMMODITIES TRANSACTIONS 


G 
GAAP 


See GENERALLY ACCEPTED ACCOUNT- 
ING PRINCIPLES (GAAP) 


GAS 
See OIL AND GAS 


GENERALLY ACCEPTED ACCOUNTING 
PRINCIPLES (GAAP) 

Cost sharing arrangements, Final Regs., non- 
conformity with GAAP, 153 


GENERATION-SKIPPING TRANSFER TAX 
Non-resident aliens, income and transfer tax 
planning for U.S. investment assets, 725 


GIFT TAX 

Foreign trusts, non-resident aliens holding U.S. 
investment assets through, 729 

Non-resident aliens, income and transfer tax 
planning for U.S. investment assets, 725 

Post-mortem QDOTs, §2056A Final Regs., 112 
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GIFTS 


Reporting requirements of U.S. persons for for- 
eign gifts, 798 


GOOD FAITH 

Transfer pricing penalties, see TRANSFER 
PRICING, subheading: Penalties, §1.6662-6 
Final Regs. 


GRANTOR TRUSTS 


Foreign grantor trusts, see FOREIGN 
TRUSTS 


GROSS INCOME 
Source of income §863 Prop. Regs., see 
SOURCE OF INCOME 


GROSS VALUATION MISSTATEMENT 
PENALTY, §6662(h) 

Final Regs. §1.6662-6, see TRANSFER PRIC- 
ING, subheading: Penalties, §1.6662-6 Final 
Regs. 


H 


HEADQUARTER COMPANIES 
France-U.S. income tax treaty limitation on 
benefits article, 37 


HEALTH CARE 


US. reform legislation, see LEGISLATION, 
FEDERAL, HR 3103, S 1028 


HEDGING TRANSACTIONS 

Foreign corporations’ allocation of interest ex- 
pense to U.S. trade or business, Prop. Regs. 

—US. assets, 349 

—USS. connected liabilities, 350 

Foreign personal holding company income, Sub- 
part F Final Regs. 

—Commodities exception, 20 

—Definition, 5 


I 


IMPORTED PROPERTY VALUATION 


See CUSTOMS VALUE AND TRANSFER 
PRICING 


INCENTIVE STOCK OPTIONS 


Compensation, U.S. deferred and equity-based 
plans, see COMPENSATION 


INCOME EQUIVALENT TO INTEREST 


Foreign personal holding company income in- 
clusion, Final Regs., 12 et seq. 


INDEPENDENT PERSONAL SERVICES 
Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 810 


INFORMATION RETURNS 


Canada, foreign property interests reporting, 
draft, 300 et seq. 

Foreign trusts reporting and penalty provisions, 
799 


INSTALLMENT METHOD SALES 


Sales or exchanges of stock of certain foreign 
corporations, §1248, 491 


INTANGIBLE PROPERTY 

See also PERSONAL PROPERTY 

Canadian multinationals’ tax planning using 
U.S. LLCs, 296 

Cost sharing arrangements, see COST SHAR- 
ING ARRANGEMENTS 


INTEREST 

See also INTEREST EXPENSE 

Canada-U.S. income tax treaty, see CANADA 

Cost sharing arrangements, interest imputed on 
intercompany receivables if costs reallocated, 
Final Regs., 153 

Foreign currency interest-bearing liabilities 
tule, Subpart F Final Regs., 22 





FPHCI, Subpart F Final Regs., see FOREIGN 
PERSONAL HOLDING COMPANY IN- 
COME (FPHCI) 

Luxembourg-U.S. 1996 income tax treaty anal- 
ysis, 410 

Mode! Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 808 

Withholding tax duties of foreign broker en- 
gaged in U.S. trade or business via agent’s 
activities, InverWorld Inc. v. Comr. (US 
TCM), 668 


INTEREST EXPENSE 

Foreign corporation’s allocation to connected 
USS. business, §882 Final and Prop. Regs. 

—Allocable interest expense, 351 

——Adjusted U.S. Booked Liabilities method, 

344; 351 

——Anti-abuse rule, 353 

——Branch tax rules, 352 

——Funding activities, inclusion of, 353 

——Partnership liabilities, 353 

en Separate Currency Pool method, 


—Average values of U.S. assets, 343 

—Averaging data, frequency of, 343 

—Bank, definition of, 343 

—Branch Book Dollar Pool formula eliminated, 
344 

—Effective date of Regs., 339 

—Elections, 344 

——-Classification of entities, 348 

——Separate Currency Pool method, 353 

—Foreign banks, 343; 348; 352 

—Foreign currency translation rules, 343; 349 

—Foreign governments, treatment of, 344 

—Historical overview, 339 

—Maximum allowable deduction, 342 

—1980 Regs., 340 

——Changes by Final Regs., 342 

—1986 Tax Reform Act, 341 

—1992 Prop. Regs., 341 

—1996 Final Regs., amended, 342 

—Ordering rule, 342 

—Partnership interests, 347 

——Outside basis, 345; 349 

— Currency Pool method changes, 


—3-step formula, retention of, 342 

—US. assets, 346 

——Anti-abuse rule, 349 

——Bad debt reserves of foreign banks, 348 

——Branch profits tax (BPT) rules, 346 

——Directly allocated interest expense, reduc- 
tion for, 348 

——Estates, treatment of, 347 

——Hedging, BPT Prop. Regs., 349 

——NMark to market treatment, 349 

——Partnership interests, treatment of, 347 

——Real estate assets of foreign banks, 348 

——Trusts, treatment of, 347 

—USS. book expense method rejected, 340 

—U.S. connected liabilities, 349 

——Actual ratio of liabilities to assets, 350 

——Anti-abuse provision, 350 

——Definition, 343 

——Hedging, Prop. Regs., 350 

+ cae to market treatment, Prop. Regs., 
3 

——Retention in Final Regs., 343 

—Worldwide actual ratio 

——Asset value, determination of, 343 

——Classification of items for, 343 


INTERMEDIARIES, FOREIGN 

Withholding taxes on payments to, §1441 Prop. 
Regs. for U.S. source income paid to foreign 
persons, 573 et seq. 


INTERNAL REVENUE SEKVICE (IRS) 

Cooperation with Customs Service on related 
party import property valuations, see CUS- 
a VALUE AND TRANSFER PRIC- 





INTERNATIONAL COMMUNICATIONS 
INCOME 


Source of income, changes of §863 Prop. Regs., 
227 


INVENTORY SALES 
Source of income, mixed source rules, 223 et 


seq. 

—Books and records method, 226 

—Determining source, 226 

—50/50 method, 225 

—Independent factory price (IFP) method, 224 

——Applying IFP, 225 

——Different country selling branch require- 
ment eliminated, 224 

——Election of IFP, 225 

——“Fairly establishing,” process of, 225 

——“Otherwise establishing,” option eliminat- 
ed, 225 

——12-step calculation, 224 

—Taxable income, 227 


IRS 
See INTERNAL REVENUE SERVICE 
(IRS) 


L 


LEGISLATION, FEDERAL 

Ed. Note: This heading covers action by the 
United States Congress. A listing of legisla- 
tive developments affecting international tax 
rules is located near the end of most issues. 


—3103, Health insurance reform, includes ex- 
patriation proposal, 374 

—3448, Small Business Job Protection Act, 
House passes, proposals affect taxpayers with 
international operations, White House ex- 
presses views, 452; Clinton signs, 749; for en- 
acted law, see SMALL BUSINESS JOB 
PROTECTION ACT OF 1996 

S 

—1028, Health insurance reform, Senate ap- 
proves Kennedy-Kassebaum bill, 374 

—2086, Intl. Tax Simplification for American 
Competitiveness Act, introduced by Pressler 
(R-SD), focuses on foreign tax credit, PFICs, 
and subpart F, lacks revenue raising provi- 
sion, 759 


LICENSE AGREEMENTS 
See INTANGIBLE PROPERTY 


LIFE INSURANCE COMPANIES 
Quebec’s provincial budget proposal (May 9, 
1996), tax on capital, 516 


LIMITATION ON BENEFITS 

France-U.S. income tax treaty, see FRANCE 

Luxembourg-U.S. income tax treaty analysis, 
see LUXEM2OURG 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 812 et seq. 

—Active trade or business, 813 

—Competent authority determination, 814 

—Ownership and base erosion, 813 

—Public companies, 812 


LIMITED LIABILITY COMPANIES (LLCs) 

Canadian multinationals’ tax planning using, 
291 et seq. 

—Future developments in U.S. and Canadian 
rules, 297 

—Third-country LLCs, tax planning using, 296 

—Treatment of LLCs by Canada, 292 

—US. LLCs, tax planning using, 293 

——Financing, 295 

——Licensing, 296 

—uUS. principles of entity classification, 291 

—US. state and local tax consequences, 292 

—US. tax classification, 291 

Luxembourg-U.S. income tax treaty, Luxem- 
bourg companies, 411 
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LIQUIDATIONS, CORPORATE 


Sales or exchanges of stock of certain foreign 
corporations, §1248, 488 


LLCs 


See LIMITED LIABILITY COMPANIES 
(LLCs) 


LONG-TERM INCENTIVE PLANS 
See COMPENSATION, subheading: US. de- 


ferred and equity-based plans, international 
aspects 


LOSSES 


Stock sales, sourcing of losses from, §865 Prop. 
Regs., see STOCK 


LUXEMBOURG 
U.S.-Luxembourg Income Tax Treaty, analysis, 
403 et seq. 

—Associated enterprises language, 407 

—Beneficial owner defined, 405; 819 

—Branch profits tax, 409 

—Business profits treatment, 407 

—Covered taxes, 404; 818 

—Dividends treatment, 407 

——Modifications by Sept. 1996 version, 816 

——RIC or REIT dividends paid by USS. enti- 
ty to Luxembourg resident, 408 

——Withholding tax exemption by Luxem- 
bourg, 408; 816 

—Double taxation, relief from, 422 

—Effective date, 403; 423 

—Exchange of information, 422 

—Expatriates, effect of U.S. tax provision 

changes, 819 

—Force of attraction rule, 407 

—Foreign-to-foreign corporate dividends, 409 

—GATS nondiscrimination rules, 404 

—Highlights, 403 

—lInsurance excise tax, coverage of, 818 

—Jnterest, 410 

—Limitation on benefits article, 410 et seq. 

——Active trade or business test, 413 et seq. 

——Comparable third-country treaty benefits, 
419 

——Derivative active business test, 418 

——Derivative benefits test, 416 et seq. 

——Discretionary grant of treaty benefits by 
competent authority, 420 

——Disproportionate income allocation rule, 
421 


——Forms of Luxembourg companies, 411 
——1929 holding companies, 422 
——Publicly-traded test, 817 

——Qualified resident criteria, 412; 817 
——Summary, 411 

——Technical Explanation, 819 
——Triangular case rule, 421 

—Modifications by Sept. 1996 version, 816 et 


seq. 

—Mutual legal assistance and tax treaties, co- 
ordination of, 820 

—Permanent establishment defined, 407 

—Qualified resident ownership/base erosion 
test, 818 

—Ratifications 

——Luxembourg, update, 819 

——Pending, 403 

—Real property mortgage interest treatment, 
407 


—Resident defined, 405 

—Savings clause, 404 

—Shipping and air transport income treatment, 
407 


—Technical Explanation released despite Sen- 
ate hearing delay, 818 


M 
MARITAL DEDUCTION (ESTATE TAX) 


Non-resident aliens, tax planning for U.S. in- 
vestment assets 

—Availability to, 724 

—Treaty relief, 727 





MARK TO MARKET RULES 

Allocation of foreign corporations’ interest ex- 
pense to U.S. trade or business, Prop. Regs. 

—US. assets, 349 

—US. connected liabilities, 350 


MARKETING INTANGIBLES 
Cost sharing for, §482 Final Regs., 154 


MINIMUM WAGE 
Senate bill tax package summarized, 530 


MIXED SOURCE RULES 
Source of income from inventory sales, see IN- 
VENTORY SALES 


MOTION PICTURE FILMS 

Canada-U.S. income tax convention of 1942 
treatment, CBS/Fox Co. v. The Queen (Can- 
ada FedCt), 41 et seq. 


N 


NATURAL RESOURCES 

Source of income regulations 

—Allocation and apportionment rules, §863 
Prop. Regs., 222 

—Consolidated group rules, coordination of 
§863 Prop. Regs. with, 223 

—lInvalidity of current Regs., 219 

—Prop. Regs., §863, 222 

—Recent legislation, 222 

—Unisource rule, history of, 220 


NON-PROFIT ORGANIZATIONS 

France-U.S. income tax treaty, limitation on 
benefits article, 34 

Qualified resident status under Luxembourg- 
US. 1996 Income Tax Treaty, 413 


NON-RECOGNITION TRANSACTIONS 
CFC stock, transactions not subject to §1248 
sales or exchanges of, 489; 491 


NON-RECOURSE FINANCING 
Non-resident aliens’ use to obtain estate tax de- 
ductions for debt, 724 


NON-RESIDENT ALIENS 

Long-term incentive plans, taxation of, 285 

Qualified retirement plans, taxation of, 279 

Restricted stock, taxation of, 289 

Salary reduction plans, taxation of, 284 

Stock option plans, taxation of, 288 

Unfunded top-up retirement plans, taxation of, 
281 


U.S. investment assets, income and transfer tax 
planning for holding and disposing of, 643 et 
seq.; 723 et seq 

—Domestic corporation as holding entity 

——Non-U:S. real property interests, 730 

——US. real property operations, 731 

—Estate tax, 723 

——Deductions, allowable on proportional ba- 

sis, 724 
——Marital deduction, availability of, 724 
——Non-recourse financing to obtain deduc- 
tions for debt, 724 

——Rates and credits, 724 

—Foreign, determining whether client is, 644 

—Foreign corporation, partnership, trust or es- 
tate, 647 

—Foreign corporation as holding entity 

——Non-US. real property interests, 729 

——US. real property operations, 730 

—Generation-skipping tax, 725 

—Gift tax, 725 

—lIncome taxation, 649 et seq. 

——Classes of foreign taxpayers, 649 

——Sourcing income to U.S., 650 

——Status as resident, 644 et seq. 

——Treaty, altering status by, 647 

——Treaty benefits, 651 

-—Offshore pooled investment companies, in- 
vestment through, 734 

—Partnership as holding entity, 731 

——Non-US. real property interests, 732 





——US. real property operations, 732 et seq. 

—Status as resident 

——Transfer tax purposes, 648 

——Treaty, altering status by, 649 

—Transfer taxes, 723 et seq. 

—Treaty relief from transfer taxes, 725 

——Deductions and credits, 726 

——Gross estate inclusion of assets, 726 

—Trusts, holding assets through, 727 et seq. 

—US. pooled investment vehicles, investment 
through, 735 

Withholding taxes on U.S source income, im- 
pact of Prop. Regs. on Canada-US. invest- 
ment, see WITHHOLDING TAXES 


NOTICE REQUIREMENTS 
Section 338 elections by foreign targets, notice 
to U.S. shareholders, 168; correction, 237 


NOTIONAL PRINCIPAL CONTRACTS 

Foreign personal holding company income 
treatment, Final Regs., 12 

1996 FY Clinton Admn. budget proposal, 192 

Withholding taxes on payments, §1441 Prop. 
Regs. for U.S. source income paid to foreign 
persons, 577 


O 


OID 
See ORIGINAL ISSUE DISCOUNT (OID) 


OIL AND GAS 

1996 FY Clinton Admn. budget proposal re for- 
eign income, 192 

Source of income rules, single entity treatment 


determined under natural resource unisource 
tule, 223 


OPTIONS 


Foreign personal holding company income 
treatment, Final Regs., 18 


ORIGINAL ISSUE DISCOUNT (OID) 
Withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 575 

—Short-term OID, 577 


Fr 


PARTNERSHIP INTEREST SALES OR EX- 
CHANGES 

CFC stock, subject to §1248 gain on sales or 
exchanges of, 490 


PARTNERSHIPS 

Allocation of foreign corporate partner’s inter- 
est expense liabilities, Final and Prop. Regs. 

—Elections, 345 

—Interest expense, 353 

—US. assets, 347 

—US. connected liabilities, 349 

Classification of domestic and foreign entities, 
see CHOICE OF ENTITY 

Cost sharing arrangements distinguished, 147 

Foreign personal holding company income, Fi- 
nal Regs. 

—lInterest in treated as FPHCI, 16 

—Related person definition, exclusion from, 8; 
15 

Non-resident aliens’ use as holding entity for 
U.S. investment assets, 731 et seq. 

Stock sales, sourcing of losses on, §865 Prop. 
Regs., 743 

Withholding taxes on payments to, §1441 Prop. 
Regs. for U.S. source income paid to foreign 
persons, 570 


PASSIVE FOREIGN INVESTMENT COM- 
PANIES (PFICs) 

E&P calculation on §1248 gain from sale or 
exchange of CFC stock, exclusion of income 
from, 591 : 

Pressler (R-SD) international tax simplification 
bill, see LEGISLATION, FEDERAL, S 
2086 
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PASSIVE INCOME 

Foreign personal holding company income 
treatment, Final Regs., 16 

FSC foreign trade income characterization, 
clarification of, see LEGISLATION, FED- 
ERAL, HR 3448 


PENALTIES 

Foreign broker engaged in U.S. trade or busi- 
ness via agent’s activities, InverWorld Inc. v. 
Comr. (US TCM), 673; 675 

Foreign trusts information reporting, 799 

Gross valuation misstatement penalty, 
§6662(h), Final Regs., see TRANSFER 
PRICING, subheading: Penalties, §1.6662-6 
Final Regs. 

Substantial valuation misstatement penalty, 
§6662(e), Final Regs., see TRANSFER 
PRICING, subheading: Penalties, §1.6662-6 
Final Regs. 


PENSION TRUSTS 
France-U.S. income tax treaty, limitation on 
benefits article, 34 


PENSIONS 
Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 811 


PERMANENT ESTABLISHMENT 

Luxembourg-U.S. Income Tax Treaty defini- 
tion, 407 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 805 


PERSONAL PROPERTY 
See also INTANGIBLE PROPERTY 
Source of income from sales of, natural re- 


source unisource rule, exception overriding, 
222 


PERSONAL SERVICES 
Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 810; 811 


PFICs 
See PASSIVE FOREIGN 
COMPANIES (PFICs) 


INVESTMENT 


POOLED INVESTMENT COMPANIES 

Non-resident aliens, tax planning for holding 
and disposing of U.S. investment assets 

—Offshore companies, 734 

—USS. companies, 735 


PORTFOLIO INTEREST 

Withholding taxes on amounts paid on regis- 
tered obligations, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 578 


POSSESSIONS CORPORATIONS TAX 
CREDIT 

1996 FY Clinton Admn. budget proposal, 192 

Phased-in repeal, see LEGISLATION, FED- 
ERAL, HR 3448 

Profit split method of computing combined tax- 
able income, see PROFIT SPLIT METHOD 

Senate minimum wage bill provision cuts, 530 

Small Business Job Protection Act of 1996, 
phase out by, 749 et seq. 

—Applicable percentage limitation, 750 

—Economic activity limitation, 750 

—Estimated tax payments, 751 

—Existing credit claimant exception, 749 

—Income cap, computation of, 750 

—Pre-1996 law, 749 


PREVIOUSLY TAXED INCOME DISTRI- 
BUTIONS 

Earnings and profits on §1248 gain from sale or 
exchange of CFC stock, exclusion from in- 
come of, 598 

Sales or exchanges of stock of certain foreign 
corporations, §1248, 491; 494 





PRINCIPAL RESIDENCE 

Qualified domestic trusts, §2056A Temp. Regs. 

—Election to exclude in asset valuation, 111 

—Foreign residence inclusion for 35 percent 
foreign real property limit, 111 


PROFIT SPLIT METHOD 

Final Regs., 434 et seq. 

—Computation election, 435 

—Effective date, 436 

—Estimated tax liability rule modified, 436 
—Percentage limitation election extended, 436 
—Prop. Regs. review, 434 


PUERTO RICO 
Corporations operating in, see POSSESSIONS 
CORPORATIONS TAX CREDIT 


Q 


QDOTs 
See QUALIFIED DOMESTIC TRUSTS 
(QDOTs) 


QUALIFIED DOMESTIC TRUSTS (QDOTs) 

Non-resident aliens, availability of marital de- 
duction, 724 

Post-mortem QDOTs, US. gift tax results, Fi- 
nal Regs., 112 

Section 2056A Temp. Regs., 109 et seq. 

—Annual reporting requirements, 111 

—Anti-abuse rule, 112 

—Calculating value of assets, principal resi- 
dence exclusion, 111 

—Governing instrument provisions 

——Bonds, posting of, 110 

——Foreign real property ownership and dis- 

closure, 110 

——Letters of credit, issuance, 110 

——Trustees, 110 

—Large QDOTs, additional requirements, 110 

—Principal residence 

——Election to exclude in asset valuation, 111 

——Foreign residence inclusion for 35 percent 

foreign real property limit, 111 
—Valuation of QDOT property, issues in, 111 


R 


RATES OF TAXES 
Estate tax for non-resident aliens, 724 


REAL ESTATE INVESTMENT TRUSTS 
(REITs) 

Canada-U.S. intercorporate dividend withhold- 
ing rate issues, 173 

Non-resident aliens, tax planning for holding 
and disposing of U.S. investment assets, 736 


REAL ESTATE MORTGAGE INVESTMENT 
CONDUITS (REMICs) 

Canada-U.S. income tax treaty, withholding 
rate for residual interest not reduced under, 
173 

Foreign personal holding company income, in- 
terest in treated as, Final Regs., 16 

Non-resident aliens, tax planning for holding 
and disposing of U.S. investment assets, 735 


REAL PROPERTY 

Canadian taxation of foreign investors, revised 
proposed extension of jurisdiction, see CAN- 
ADA 


Foreign real property, QDOTs, §2056A Temp. 


Regs. 

—Limited to 35 percent of asset value, 111 

—Ownership and disclosure, 110 

Mortgage interest treatment, Luxembourg-U.S. 
Income Tax Treaty, 407 

Quebec’s provincial budget proposal (May 9, 
1996), land transfer duties, 512 

Sourcing of losses on sale of stock constituting 
US. real property interest, §865 Prop. Regs., 
743 





REALIZATION OF GAIN OR LOSS 
Sales or exchanges of stock of certain foreign 
corporations, §1248, 491 


REASONABLE CAUSE 

Transfer pricing penalties, see TRANSFER 
PRICING, subheading: Penalties, §1.6662-6 
Final Regs. 


RECAPTURE 
Dividend recapture on stock sales, sourcing of 
losses on, §865 Prop. Regs., 744 


RECOGNITION OF GAIN OR LOSS 

Sales or exchanges of stock ef certain foreign 
corporations, §1248, 493 

—Timing of recognition, 491 

US. stock transfers to foreign corporations 

—Non-recognition treatment denied to U.S. 
shareholders (Notices), 362 

—Section 367(a) Regs., 238 et seq. 

——Gain recognition agreement, 242 


REDEMPTIONS OF CORPORATE STOCK 


CFC stock, subject to §1248 gain on sales or 
exchanges of, 488 


REDEMPTIONS OF CORPORATE STOCK 
TO PAY DEATH TAXES, §303 

Section 1248 gain on sale or exchange of CFC 
stock, distributions not subject to, 491 


REGISTERED OBLIGATIONS 

Withholding taxes on portfolio interest paid on, 
§1441 Prop. Regs. for U.S. source income 
paid to foreign persons, 578 


REGULATED INVESTMENT COMPANIES 
(RICs) 

Canada-U:S. intercorporate dividend withhold- 
ing rate issues, 172 

Non-resident aliens, tax planning for holding 
and disposing of U.S. investment assets, 735 


REGULATIONS 

Check-the-box entity classification, see 
CHOICE OF ENTITY 

Cost sharing arrangements, see COST SHAR- 
ING ARRANGEMENTS 

Deconsolidation, limitation on use to avoid for- 
eign tax credit limitations, §904(i), see FOR- 
EIGN TAX CREDIT LIMITATION 

Foreign corporation transfers, outbound trans- 
fers, §367(a), see FOREIGN CORPORA- 
TION TRANSFERS, §367 

Interest expense, foreign corporations’ alloca- 
tion to U.S. trade or business, §882, see IN- 
TEREST EXPENSE 

Possessions corporations tax credit, profit split 
method of computing combined taxable in- 
come, see PROFIT SPLIT METHOD 

Qualified domestic trusts, §2056A, see QUALI- 
FIED DOMESTIC TRUSTS (QDOTs) 

ye income, §863, see SOURCE OF IN- 


Stock purchases treated as asset acquisitions, 
§338, international aspects, Final and Temp. 
Regs., 84 

Stock sales, sourcing of losses, §865 Prop. 
Regs., see STOCK 

Subpart F income, Final Regs., 3 et seq. 

Transfer pricing penalties, §6662, see TRANS- 
FER PRICING 


REITs 


See REAL ESTATE INVESTMENT 
TRUSTS (REITs) 


RELATED PARTIES OR PERSONS 

Active business test inciudes, Luxembourg-U:S. 
income tax treaty, 414 

Foreign personal holding company income 
treatment, Final Regs. 

—Interest and dividend exception, 8 

—Rents and royalties exception, 15 

Imported property valuations, see CUSTOMS 
VALUE AND TRANSFER PRICING 
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REMICs 


See REAL ESTATE MORTGAGE INVEST- 
MENT CONDUITS (REMICs) 


RENTAL INCOME 


Shipping and aircraft income, Luxembourg- 
U.S. 1996 income tax treaty analysis, 407 


RENTS AND ROYALTIES 

Canada-U.S. Income Tax Treaty Protocol, 
withholding taxes, 174 

—Election for Canadians to use U.S. rules, 175 

—Exemptions added, U‘S. treaty, 174 

—Sourcing rule for royalty payments, U.S. 
treaty, 1 

Foreign personal holding company income 
treatment, Final Regs., 14 et seq. 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 808 

Motion picture films under 1942 Canada-U.S. 
income tax convention, CBS/Fox Co. v. The 
Queen (Canada FedCt), 41 et seq. 


REPORTING REQUIREMENTS 

Canada 

—Federal Budget Proposal re non-resident in- 
come reporting, 299 

—Foreign Property interests reporting, draft, 
see CANAD 

Foreign tw transfers, §367(a) Regs. 

—Cross-border transfers, 239 

—Ownership statements, compilation of, 240 

Foreign gifts, U.S. persons subject to reporting 
requirements for, 798 

Foreign trusts, non-resident aliens holding U.S. 
investment assets through, Small Business 
Job Protection Act changes, 727 

Qualified domestic trusts, §2056A Temp. 
Regs., 111 

Source * _— methodology, §863 Prop. 
Regs., 

withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 577 

—Canadian taxpayers, 443 

—Existing and proposed rules compared, 584 


RESEARCH AND EXPERIMENTAL EX- 
PENDITURES 

Canadian budget proposals 

—Federal (March 6, 1996), tax credit criteria, 
299 

—Quebec (May 9, 1996), 512 et seq. 


RESERVES FOR LOSSES ON LOANS OF 
BANKS 

Allocation of foreign corporations’ interest ex- 
pense to U.S. trade or business, Final and 
Prop. Regs., 348 


RESIDENCE AND DOMICILE 

Canada-U.S. Income Tax Treaty Protocol clari- 
fies tax residence, 181 

Luxembourg-U.S. 1996 Income Tax Treaty 

—Definition of resident, 405 

—Qualified resident criteria, 412; 817 

Trusts 

—Foreign trust transfers, pre-U.S. residency 
planning, 801 

—Small Business Job Protection Act of 1996 
changes, 798 


RESOURCE PROPERTIES 

Canadian taxation of foreign investors, revised 
proposed extension of jurisdiction, see CAN- 
ADA 


RESTRICTED STOCK 
Compensation, U.S. deferred and equity-based 
plans, see COMPENSATION 


RETIREMENT PLANS AND BENEFITS, 

Canada-U.S. tax treaty protocol, 184 

France-U.S. tax treaty, pension trusts, 34 

International aspects, 275 et seq. 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 811 





Salary reduction plans, see SALARY REDUC- 
TION PLANS 

Tax-qualified plans 

—Foreign nationals in U.S., 279 

i and third country nationals abroad, 
27 

—US. citizens abroad, 276 et seq. 

Unfunded “top-up” plans, 280 

—Foreign nationals in U.S., 281 

“<— and third country nationals abroad, 

1 
—US. citizens abroad, 280 


RICs 


See REGULATED INVESTMENT COMPA- 
NIES (RICs) 


ROYALTIES 
See RENTS AND ROYALTIES 


S 


SALARIES 

Reduction plans, see SALARY REDUCTION 
PLANS 

Withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 579 


SALARY REDUCTION PLANS 

International aspects of U.S. plans, 282 

—Foreign nationals in U.S., 284 

—Local and third country nationals abroad, 
283 

—USS. citizens abroad, 283 


SALES OR EXCHANGES OF STOCK OF 
CERTAIN FOREIGN CORPORATIONS, 
§1248 

Anti-abuse provision, 85 

Beneficial tax result, 485 

Captive insurance companies, special rule, 486 

Collapsible corporation rules, coordination 
with, 600 

Controlled foreign corporation status require- 
ment, 486 

Domestic corporations, application to, 487 

—First-tier foreign corporation, treatment as, 
488 

—“Formed or availed of” to hold foreign corpo- 
ration stock, 487 

—Suspension of §1248(e), 488 

Earnings and profits of CFC, 590 et seq. 

—Attributable to shares sold, 592 

——Complex case method, 595 

——Determination of amounts, 593 et seq. 

——Simple case method, 593 

——Substantiation of E&P, 596 

—Calculation of, 590 

—CFC status, E&P while in, 590 

—Consolidated return deferral rules, effect of, 
492 


—Deemed- dem credits of §1248, 596 


——Availability of, 596 

——Gross-up of income, 597 

——Lower-tier foreign corporations, 597 

——10 percent ownership, 596 

——Transferee shareholder, 597 

—‘Enhanced” earnings and profits, 85 

—Exclusions from, 590 

——Effectively connected U.S. trade or busi- 
ness income, 591 

——Foreign investment company income, 591 

——Foreign personal holding company income, 
591 


——FSC foreign trade income, 591 

——Less developed country corporation’s 
E&P, prior law, 592 

——Passive foreign investment company in- 
come, 591 

——Section 337, pre-TRA 1986, 591 

——Subpart F income, 590 

—Lower-tier foreign corporations, E&P of, 592 

——Pro rata share, 592 

——Scope of rule, 592 

—No §338 election, tax treatment of U.S. buy- 

er, 97 





—Planning considerations for U.S. buyer, 97 

—Post-1962 E&P, 590 

—Previously taxed income, 598 

——Legislative background, 598 

—Reductions, §1248 coordination with, 600 

“Enhanced” earnings and profits, 85 

—Amount of enhanced earnings, 86 

—CFC, direct purchase of, 86 

—Holding company, purchase of, 86 

5 year rule, 486 

Foreign investment company rules, coordina- 
tion with, 600 

Gain, treatment of, 483 et seq. 

Individual’s sale of stock, limitation on addition- 
al tax for, 598 

—Substantiation, 600 

Legislative background, 484 

Post-TRA 1986, 85 

Previously taxed income (PTI), recognition of 
exchange gain or loss, 491; 494; 59 

Recharacterization of gain, 484 

Section 338 election, 488; 494 

—Effect on U.S. buyer, 96 

Shareholders and corporations subject to 
§1248, 485 et seq. 

—Domestic person, 485 

—10 percent ownership of voting stock, 485 

—United States person, 485 

Tax consequences, 491 et seq. 

—Character of gain or loss, 493 

i aaeaeee return deferral rules, effect of, 

2 

——Earnings and profits effects, 493 

——Foreign tax credit consequences, 493 

——Recognition of income, 493 

—Foreign tax credit, 494 

—Gain or loss realization, 491 

—Installment method reporting, 491 

—Source of gain, 493 

—Timing of recognition, 491 

Transactions not subject to §1248, 491 

—Distributions on redemption of stock to pay 
death taxes, §303, 491 

—Dividend distributions, 491 

—Nonrecognition transactions, 491 

—Ordinary income, receipt of, 491 

Transactions subject to §1248, 488 et seq. 

—Deemed transfers, special rules for, 488 

—Domestic corporation shareholder exchange 
of stock for stock in foreign corporation, 490 

—General Utilities repeal, impact of, 489 

—Indirect transfers covered by §1248(i), 490 

—Liquidations, 488 

—Nonrecognition transactions, included vs. ex- 
cluded, 489 

—Partnership interest, sale of, 490 

—Redemptions, 488 

—Sale or exchange of foreign corporation 
stock, 488 

—Section 351 boot, application to extent of, 
490 

—Tax-free transfers of CFC stock subject to 
§367, 489 

US. purchaser, tax treatment, 96 et seq. 

—Asset basis step-up, 98 

—Earnings and profits, 96 et seq. 

—Subpart F, 98 

US. seller, tax treatment, 86 et se 

—Foreign tax credit, see FOREIGN TAX 
CREDIT 

—Possessions corporations, effect of §338 elec- 
tion on, 96 

—Post-acquisition date sales, 88 

—Pre-acquisition date sales, 87 

—Subpart F consequences, see SUBPART F 
INCOME 


SCHOLARSHIPS 
Withholding taxes, §1441 Prop. Regs. for U.S. 
source income paid to foreign persons, 579 


SECTION 338 TRANSACTIONS 
See STOCK PURCHASES TREATED AS 
ASSET ACQUISITIONS, §338 
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SECTION 936 CREDIT 


See POSSESSIONS CORPORATIONS TAX 
CREDIT 


SECTION 1248 SALES OR EXCHANGES 

See SALES OR EXCHANGES OF STOCK 
OF CERTAIN FOREIGN CORPORA- 
TIONS, §1248 


SECURITIES 

Dealers’ income, Pressler (R-SD) international 
tax simplification bill, see LEGISLATION, 
FEDERAL, S 2086 

Non-resident aliens holding and disposing of 
US. investment assets, income tax planning 
for, 649 


SERPs 

Supplemental executive retirement plans 
(SERPs), see RETIREMENT PLANS 
AND BENEFITS, USS., subheading: Un- 
funded “top-up” plans 


SHAREHOLDERS 


Foreign corporation transfers, §367(a) Regs. 
—5 percent shareholders, 241 
—Public shareholders, 240 


SHIPPING AND AIRCRAFT INCOME 

Luxembourg-U.S. 1996 income tax treaty anal- 
ysis, 407 

Reciprocal tax exemption agreements, status 
reports, 48; 117; 189; 247; 311; 371; 449; 
527; 608; 683; 757; 835 


SMALL BUSINESS JOB PROTECTION ACT 
OF 1996 


Foreign trusts, see FOREIGN TRUSTS 

Possessions corporations tax credit phase out, 
see POSSESSIONS CORPORATIONS 
TAX CREDIT 

Trusts, non-resident aliens holding U.S. invest- 
ment assets through, 727 


SOCIAL SECURITY BENEFITS 
Canada-US. tax treaty protocol, 184 


SOCIAL SECURITY TOTALIZATION 
AGREEMENTS 

U.S. agreements, status reports, 49; 118; 190; 
248; 312; 372; 450; 528; 609; 684; 757; 835 


SOCIETE EN COMMANDITE PAR AC- 
TIONS 

Luxembourg-U.S. income tax treaty, Luxem- 
bourg companies, 411 


SOURCE OF INCOME 

CFC stock, §1248 sales or exchanges of, 493 

Inventory sales, mixed source rules, see IN- 
VENTORY SALES 

Natural resources, see NATURAL RE- 
SOURCES 

Non-resident aliens holding and disposing of 
USS. investment assets, income tax planning 
for, 650 

—Capital gains, taxation of, 651 

—FIRPTA, 651 

Personal property sales, exception for inventory 
property, 222 

Phillips I, effect of, 219 et seq. 

Phillips II, effect of, 219; 225; 226 

Prop. Regs., §863, 219 et seq. 

—Ambiguities, 223 

—Disclosure of methodology, 227 

—Effective dates, 227 

—Inventory sales, see INVENTORY SALES 

—Natural resources extraction, production, 
and sale, see NATURAL RESOURCES 

—Other changes to rules, 227 

Withholding taxes, impact of U.S. Prop. Regs. 
on Canada-U.S. investment, see WITH- 
HOLDING TAXES 


SOURCING OF LOSSES 
Stock sales, §865 Prop. Regs., see STOCK 





STOCK 

Compensation, U.S. deferred and equity-based 
plans, see COMPENSATION 

Non-resident aliens holding: and disposing of 
US. investment assets, income tax planning 
for, 649 

Sales or exchanges of stock of certain foreign 
corporations, §1248, see SALES OR EX- 
CHANGES OF STOCK OF CERTAIN 
FOREIGN CORPORATIONS, §1248 

Shareholders, see SHAREHOLDERS 

Sourcing of losses on sale, §865 Prop. Regs., 
741 et seq. 

—Anti-abuse rule, 747 

—Consistency rule, 745 

—Dividend recapture rules, 744 

—Effective date, 747 

—Election back of rules, 747 

—Exceptions, 744 et seq. 

—Foreign branch, stock attributable to, 742 

—General allocation rule, 741 

—Legislative history of §865, 741 

—Partnership rules, 743 

—USS. real property interest, stock consti- 
tuting, 743 

—Worthless stock losses, 744 

Stock purchases treated as asset acquisitions, 
§338, see STOCK PURCHASES TREAT- 
ED AS ASSET ACQUISITIONS, §338 


STOCK OPTION PLANS 

See COMPENSATION, subheading: U.S. de- 
ferred and equity-based plans, international 
aspects 


STOCK PURCHASES TREATED AS ASSET 
ACQUISITIONS, §338, 83 et seq.; 157 et 
seq. 

CFC affiliates, consistency rules, 163 

—Asset sales by CFC 

——Actual and deemed dividends, combined 

with, 165 et seq. 

——Subpart F income, CFC generating, 164 

—Section 245 dividends from CFC target, 167 

—Stock sales of CFC target affiliate, 164 

—Wholly foreign acquisitions, 167 

CFC stock sales, see SALES OR EX- 
CHANGES OF STOCK OF CERTAIN 
FOREIGN CORPORATIONS, §1248 

Consistency rules, 160 et seq. 

—Application to foreign affiliates of domestic 
corporations, 160 

—Controlled foreign corporation affiliates, see 
CFC affiliates, consistency rules, this head- 
ing 

—Domestic application, see Domestic entities, 
consistency rules, this heading 

Domestic entities, consistency rules, 161 et seq. 

—Stock consistency, 163 

—Tainted asset acquisitions, 162 

Election for §1248 gain on sales or exchanges of 
= of certain foreign corporations, 488; 


Foreign purchasers 

—Extension of time for election until U.S. tax 
consequences occur, 168 

—Form 8023-A filing place, 168 

—10 percent U.S. shareholders filing for CFC, 
168 


General application of §338, 84 

International context of §338, 84 

Procedural requirements in international con- 
text, 167 et seq. 

—Election irrevocable, 167 

—First return of new foreign target, 169 

—Foreign purchasers, see Foreign purchasers, 
this heading 

—Form 8023-A election information, 167 

—Timing, 168 

—US. shareholders of foreign targets, notice 
requirements, 168; correction, 237 

Sale of stock of domestic target with foreign 
subsidiary 

—No election for foreign subsidiary, 159 

—Section 388 elections, 157 et seq. 

—— Purchaser considerations, 159 





——Seller considerations, 158 
Section 1248 sales or exchanges, see SALES 
OR EXCHANGES OF STOCK OF CER- 
Hey FOREIGN CORPORATIONS, 
1 


STOCKHOLDERS 
See SHAREHOLDERS 


SUBPART F INCOME 

E&P calculation on §1248 gain from sale or 
exchange of CFC stock, exclusion from, 590 

Final Regs., 3 et seq. 

Foreign personal holding company income, defi- 
nition, see FOREIGN PERSONAL HOLD- 
ING COMPANY INCOME (FPHCI) 

1996 FY Clinton Admn. budget proposal, 192 

Pressler (R-SD) international tax simplification 
bill, see LEGISLATION, FEDERAL, S 
2086 


Section 338 consistency rules for asset sales by 
CFC generating, 164 

Source of income from sales of natural re- 
sources, Prop. Regs., 222 

Stock sales or exchanges, §1248 

—Deemed sale gains and anti-deferral rules, 
US. seller, 94 

—Impact of subpart F inclusion on U.S. seller, 
95 


—Second-tier CFC, problems for U.S. seller 
with, 95 ‘ 

—Taxable to U.S. seller, subpart F income 
deemed, 94 

—US. buyer, tax treatment, 98 


SUBSTANTIAL VALUATION MISSTATE- 
MENT PENALTY, §6662(e) 
Final Regs. §1.6662-6, see TRANSFER PRIC- 
Lo subheading: Penalties, §1.6662-6 Final 
egs. 


SUPPLEMENTAL EXECUTIVE RETIRE- 
MENT PLANS (SERPs) 

See RETIREMENT PLANS AND BENE- 
FITS, U.S., subheading: Unfunded “top-up” 
plans 


T 


TAX AVOIDANCE 

FBCI pre-TRA 1986 exclusion for income from 
sale of unassembled sunglasses, Bausch & 
Lomb, Inc. v. Comr., 432 

QDOT anti-abuse rule, §2056A Temp. Regs., 
112 


TAX-EXEMPT INTEREST 


Foreign personal holding company income Fi- 
nal Regs., treatment, 11 


TAX FORMS 

706-QDT, U.S. estate tax return for qualified 
domestic trusts, 111 

3520-A, Annual return of foreign trust with 
USS. beneficiaries, 799 

8023-A, Corporate qualified stock purchase, 
167 et seq. 

T1134, Foreign affiliates (Canada), 302; 305 

T1135, Interests in specified foreign property 
(Canada), 302; 305 

T1141, Transfers and loans to foreign trusts 
(Canada), 306 

T1142, Distributions from foreign trusts (Cana- 
da), 304; 306 

W-8, Certificate of foreign status, 565; 566 


TAX REFORM ACT OF 1986 

Allocation of foreign corporations’ interest ex- 
pense, Regs., 341 

Cost sharing arrangements, consistency of Final 
Regs., 155 


TAX TREATIES 

Canada-US. 

—Interest, see CANADA 

—Motion picture films under 1942 convention, 
41 et seq. 
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TAX TREATIES—Contd. 

Canada-U.S.—Contd. 

—Revised protocol to 1980 income tax conven- 
tion, see CANADA 

Competent authority, see COMPETENT AU- 
THORITY 

Exchange of information agreements, see EX- 
CHANGE OF INFORMATION 

France-U.S. income tax treaty, see FRANCE 

Luxembourg-U.S. income tax treaty, see LUX- 
EMBOURG 

Model Income Tax Treaty, highlights of Trea- 
sury Dept.’s revised release, 803 et seq. 

—Arm’s-length standard, 806 

—Dependent personal services, 811 

—Dividends, 807 

—Gains, 809 

—Hybrid entities, 803 et seq. 

—lIndependent agents, 805 

—Independent personal services, 810 

—Interest, 808 

—Limitation on benefits, see LIMITATION 
ON BENEFITS 

—Pensions, 811 

—Permanent establishment, dependent agent 
activity, 805 

—Royalties, 808 

—Thin capitalization, 807 

Non-resident aliens holding and disposing of 
US. investment assets 

—Income tax treaty benefits, 651 

—Status as resident, altering, 647 

Shipping and aircraft income reciprocal tax ex- 
emption agreements, see SHIPPING AND 
AIRCRAFT INCOME 

Social Security totalization agreements, see 
SOCIAL SECURITY TOTALIZATION 
AGREEMENTS 

USS. tax treaty status reports, 44; 113; 185; 243; 
307; 367; 445; 523; 604; 679; 752; 830 


TAXPAYER IDENTIFICATION NUMBERS 
(TINs) 

Withholding taxes on income to foreign per- 
sons, Prop. Regs., 566 


TIMBER LIMITS 

Canadian taxation of foreign investors, revised 
proposed extension of jurisdiction, see CAN- 
ADA 


TINs 


-See TAXPAYER IDENTIFICATION NUM- 
BERS (TINs) 


TRA 1986 
See TAX REFORM ACT OF 1986 


TRADE OR BUSINESS, U.S. 
See U.S. TRADE OR BUSINESS 


TRANSFER PRICING 

Canada-U.S. Income Tax Treaty Protocol 

—Binding arbitration availability, 181 

—Competent authority resolution, 180 

—Legislative push for formulary approach to 
determinations, 181 

—Notice of adjustment issues, 181 

Cost sharing arrangements, see COST SHAR- 
ING ARRANGEMENTS 

Customs valuation and, see CUSTOMS VAL- 
UE AND TRANSFER PRICING 

Foreign broker engaged i in U.S. trade or busi- 
ness via agent’ 's activities, InverWorld Inc. v. 
re income under §482 (US TCM), 671; 

675 


Penalties, §1.6662-6 Final Regs., 505 et seq. 

—Documentation requirements, 510 

——aAudits of other years, a of docu- 
mentation for not required, 5 

——Disclosures on tax returns a alin 
510 

—Good faith, see Reasonable cause and good 

faith standard, this subheading 
—1994 Temp. Regs. 
——Documentation requirements, 507 





——Net transfer pricing adjustment penalty, 
background, 506 

——Operation of penalty, 

— cause and el faith standard, 


ee of changes from, 505 

——Transactional transfer pricing penalties, 
background, 506 

—Operation of penalty, 507 

—Reasonable cause and good faith standard, 

507 

——FEvaluation of other specified methods, rea- 
sonable effort at, 5 308 

——Method specifically approved for prior 
year, reliance on, 509 

——1994 Temp. Regs., 506 

——Post year-end data, use of, 508 

——Search for available uncontrolled compa- 
rable data, reasonably thorough, 507 

——Size of adjustment in relation to transac- 
tion, 509 


woot TO AVOID INCOME TAX, 
1 


Foreign trusts, applicability to, 801 

Pressler (R-SD) international tax simplification 
bill, see LEGISLATION, FEDERAL, S 
2086 


TRANSFERS TO CONTROLLED CORPO- 
RATIONS, §351 

Sales or exchanges of CFC stock, §1248 gain, 
application to extent of boot, 490 


TRANSPORTATION INCOME 
— of income, changes of §863 Prop. Regs., 
27 


TREATIES 
See TAX TREATIES 


TRUSTEES 


Qualified domestic trusts, §2056A Temp. 
Regs., 110 


TRUSTS 

Allocation of foreign corporate owner or benefi- 
ciary interest expense, Regs., 347 

Canadian emigrants, see CANADA, subhead- 
ing: Expatriates, proposed taxation of 

Foreign personal holding company income, in- 
terest in treated as, Final Regs., 16 

Foreign trusts, see FOREIGN TRUSTS 

Grantor trusts, foreign, see FOREIGN 
TRUSTS 

Pension trusts, France-U.S. income tax treaty 
limitation on benefits article treatment of, 34 

Qualified domestic trusts, see QUALIFIED 
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